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The separation of ownership and management of the modern company leads to 
the generation of the problem of principal - agent. In order to make the formation of a 
interests community between the executives and shareholders of the company, and 
avoid the risk of insider-control and so on, it is inevitable to implement the equity 
incentive mechanisms in the modern company reform, and it depends on the 
construction and complement of the relevant legal system. Based on the above 
considerations, and on the ground of the legislation and practice of the domestic 
equity incentive, from the point of the implement of the equity incentive 
mechanisms ,this paper explores the legal issues and legal obstacles exist in the 
practice, rationalizes the relationship between the internal company governance and 
external company governance, and learning from the successful experience of the 
common law countries, makes some recommendations to the improvement of our 
equity incentive mechanisms. The structure of this paper could be divided into four 
chapters：The first chapter is “the overview of the equity incentive”, which first 
analyzes the concept and legal characteristics of the equity incentive and then 
analyzes the definition and values of equity incentive mechanism ,also analyzes the 
relevant theoretical basis of the equity incentive system. The second chapter is “The 
present situation of the practice and legislation of the equity incentive in China”, 
which first describes the main modes of the implementation of equity incentive in the 
domestic listed companies. And then analyzes the legislation and policies that support 
and protect domestic equity incentive in detail. The third chapter is “The legal issues 
in the practice of equity incentive”, analyzes the legal issues in the practice of equity 
incentive, and elaborates on the absence of legislation and institutional barriers of the 
relevant issues. The fourth chapter is “Suggestions for improvement of the equity 
incentives”, which proposes some suggestions on the establishment of internal and 
external restraint mechanisms of equity incentive and the complement of relevant 
legislations and regulations. 
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